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EVALUATING THE BUY OR RENT HOUSING DECISION 



mxmm 

nting is the best individual alternative, i 

dividual Preferences ' - . . i- ♦k^ 

. tax situation, housing market in the area and personal preferences. 

There are many compelling reasons for the preference to buy: . , ^ u 

• To live in a home designed and built to the buyer's specifications on a plot of land chosen 

by the buyer. " • 

• To develop a feeling of belonging and civic pride. , . 

I To h!ve peace of mfnd from knowing thit t^ 

ViW ie the "forced" sayings in the form of the pnncipal payments 

■-imprdvl the buyer's credit>tanding while creating a financial ^asset. • 

• To convert interest and plF&perty tax payments to income tax deductions. 

• To obtain an appreciating asset to act as a hedge against.inflation. • _ 

• To feel independent of a landlord or to have the opportunity to be creative in altering or - 
remodeling the structure. • ' • ... . , k» ir, 

• When future housing needs can be realistically estimated and the buyer expects to be in 
, the same, location for a number of years. i ui„ :.n 

• • . Whin adequate funds for the down payment and closing costs are available and an 
.Adequate iSe to pay the mortgage and other monthly housing expenses are expected 
* to be. earned. _ ^ . ' 

• To obtain a larger sp^ceVor children to safely play. . j 

. When a "good" buy becomes available atid the renter wishes to take ^vantage of it. 

• Tq increase one's privacy and quiet enjoyment of fiis home.. • 
-To satisfy the traditional desire to own one's home - fulfill the American Dream.^ 
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renting'mafbr;S^ '"''"''^'^ '"-""""^ - greater mobility and minimum responsibility. Also 

• facilifies"'"''^"'^"'^ apartment offers to place of work or to public transporlatior 
. In anticipation of a move. A home purchase would generally be a poor investment be 

fh",'^ ° °" °^ '"5°";!'" °" "^""^^ payrrient fi/nds, closing costs and other expense- 
that would be incurred when the house wSs sold. ' . 

• To study the new community before buying a home. 

• For relief from the responsibil'tty^.for maintenance, -repairs and landscaping. 

• When better housing can be rented than the individual or famify coyld afford to buy, Foi 
example, $ome apartments provide tennis courts, swimming pools and other luxuries. 

• When there is not enough money for the down payment and closing costs and7or income 
will not support the monthly shelter expenses for the type of home preferred. 

• When a person desires the companionship or social activity ap^'rtment dwelling often 
otters. ^ ^ 

• • When one's life cycle is such that it is not necessary to maintain a larger horrie. 

' • • When the supply- of adequate and reasonably priced housing is so low one is forced to 
^ rent. ■ 

• 'he requirements for qualifying for home financingNare too stringent. 

• When one is fearful o'f the complexities involved in iJie home. purchasing process. 
Housing requirements and preferences vary widely from individual to individual, from family to 

family and from one time to another. Because of the personal preference factor, it is not possible to ma1<e 
fhf Tin Tl° " "best"4o rent or buy. If an individual or family decides to purchase, 

the. second aspect of.the.decision is how much they ^re able and willing to spend. 

The Cost Consideration * 

Mp«, M^"o ^ A recent W/a// Street Journal article, "Out In the Cold - Many House Hunters Find 

New Homes Are Beyond Their Means," most families are having to stretcf^ budgets to be able to make he 

f ^terTan "^r^ ^''P '^P^""'"^ « P^'"^ °^ have beei eTcaSatl!;| 

taster than family, incomes. The prices of new homes have skyrocketed ' . 

aeo it wa! m T?n?HfnaT-^°'"^ "^.^ ^^^'^-"^ y^^^^ $20,000 and 20 years 

miMinn $ 3,400 According to a survey by Investors Mortgage Insurance Co. in Boston, of nearly 16 

aTs 5 Der°cTn t t^M m/df *° "??diari family income is^about $14,800. With interest rates 

at 8.5 percent, that median family income would qualify a buyer for an^80-percent, 30-year conventional 
mortgage on a $38,125 home. With rates at 9.5 percent, the same buyer could afford to^pa; only $?4 
or $4,313 less than the current median new home price.' ^ h y uniy^j^,Do/,. 

' ' The National Association of REALTORS'^ reported May 1976 in the REALTOR that prices of 
Sri9^5Tth.t^';f """'ri P-^^-^^^-J^^ prices of simHar existing ho"es ir^^ 
J^is hPPn ; m Hp T ' ^ T'" ' ^"S^^'v eighli^arsi Reclntly, thejg. 

has been a moderating trend m the price increases of existing , homes on a yekr-to-year basis Tfie 
western region of the nation, including TexaS^he only area where prices are s^ill advancfr^g from yeU 
nZZt d'S^.P^f • A ^^^^h 1975l5Xlarch t97erincrease of 15.6 percertt brougl£?heTedfan' 

price of an existing home in the"westem region to $44,160. The rate of increase in the north cVr^trakeS 
was 9.5 percent to $31,770; northeast, 7.0 percent to .$41,060; and south, 5:9 percent td $36 m ' ' 
tinrt tn^,h! ""^^l^""'"^ that the'trend of rising housing prices is likely to cc^ntinue roughly'i« propor- 
tion to the money incomes of families and to Inflation. Unfortunately, for a dozen years t)r so now, 
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houstng costs generajly Kave Wen climbing fasteftlian the 6vorall price level and family incomes. 

I The purchase price alone of the House does not adequately reflect the cost of housing. While the 
home-building industry is concerned prirrtarily with the initial purchase price of a horrie, the monthly cost 
of home ownership is a moreYneaningful measure of an individual's ability to afford a home. 

The other "real" montmy costs of owning a home would include: the interest payment on the 
mortgage, rriaintenance and repafirs, property taxes and insurance, income foregone oathe downpay- 
ment and settlement costs invested in the home and other miscellaneous recurring belter expc?nses. 
Other expense»*migbt incl^l^de pool maintenance or a recreational assessment paid to a neighborhood ^ 
association. For the homeovyner there will be a "monthly income tax savings" because the interest 
portion of the mortgage payment and the property taxes are deductible from federal and state income 
*ta>^es. 

Two'studies that have analyzed the total costs of home ownership have concluded the, initial 
purchase price of a home amounts to only about 25 percent of the total housing cost over the mortgage 
period.^ Nearly 75 percent of the total housing cost is related to interest payments^ property taxes and 
Insurance, maintenace and repair and utilities. ^ ' 

Interest is the largest single component of the housing expense. According to a study by Lozano, - 
.interest accounted for 40 percent of the tptal housing cost. A study by Thompson/indicated that interest 
contributed 33.5. percent to the total cost. 

Between 1955 and 1975, mortgage interest rates clipibed from 4.8 percent to 9.0 percent. According 
to John C. Hart, president- of the National Association df Home Builders, "With every one percent rise in 
borrowing costs, eight percent of potential buyers are eliminated — or abo^ 8 of 10 over a 10-year 
period."^ ^ • - * i ^. . 

Property taxes and insurarjce add nearly as much to the total housing, cost over^he mortgage 
period as the initial purchase price. Lozano attributed 24jp^cent of the total housingtost to property- 
taxes and insurance. During 1955 to 1975, real estate tgixelfsoVred 341 percent and insurance premiums 
^increased 321 percent. , • ' 

' . ^ Maintenance and repair costs are djfficultto estimat^ They vary becaus0 of the age of the house 
the type of constructiotiffnd external factors. Rough estimafes usuaUy amount to,3/4 to 1 percent of the 
value of the pnoJ>erty,per ye^r. A $360-per-year maintenancecWd repair bill would be reasonable for the 
median -price home today. Maintenance and repair costs over mortgage period might approximate 
seven percent of the total housing costs, or about one-thicd as rrnifch as property tax.es and insurance. 
Maintenance and repair expenses have climbed 269 percent from 1955 to 1976.** . j 

, " ■ ' Utility costs have increased rapidly since 1970, with the rapid increase occurring between 1974 and 
1975 — a rate jump of approximately 30 percent for the nation as a whole. ^ Utilities increased 1^9 percent 
during the 1955-1975 period (about 10 percent per year). In fact, in the early 1960's there were sonre 
dficreaseSSo utility rates because of the ability to mass produce at a low^rJJni^cost. L0zano and 

' Thompson indicated utilities accounted for abouf 14 percent pf the total housing cost in the 1972 and 1973 
studies^ A much bleaker picture is forecast. It is not uncommon Uo hear someone comment that our 
utility bitis will be equaling our mortgage payments. If utility rates continue jum'ping.at 30 percent per 
year, utility bills will be doubling every two-and-one-half years.^Total housing costs*vnjll increase sharply 
utility 4'ates escalate, and utility costs will become a larger component of the total j^using cost. 

. • With these statistics, it might be reasonable to assume a typcial family earning $16,000 pei^fear in 
Texaswotild be willing and able to purchase a $40,000 home. Conventional rules ol thumb d 
ordinarily looks4t>r a home within, a fnarket priCe pf 2.5 times his annual incornc. Hovyever, the amount 
an individual spends' on a home will depend largely on what he wants in a home and what hjs othef wants 
^and ne^ds are. . • 

The typical family purchasing a $40,000 home today in Texas could finance the home for 30 years at 
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nine percent interest with $4,000 ck)wn and (onyentional mortgage financing. With FHAor VA financing, 
it is possible to obtain an 8.5 or S.25 perc ent loan,, with zero down payment on VA loans. However, 
^mortgage interest rates vary'frequently by season and location and by the state of economy and mortgage 
money market. ' ' 

At the closing or settlement, both the buyer and the seller hdve to pay certain charg(?s incidental to^ 
transferring title to real estate and obtaining the mortgage loan. In Texas, on a $40,000 home with $4,000 
down and a nine percent mortgage, the buyer, on the average, might pay Js much as $1,300 in settlement 
or closing costs. The.exact amount varies because of terms and conditions of financing and agheernents 
, between the buyer and staler as to who will pay certain items. 

A typical list of settlement costSspajd by the buyer on a $40,000 home might include: ' . 

$ 360 Points (1% of loan amount) , 

260 Property Insurance Premium (1st year) 
* 250 Mortgage Title Insurance* (mortgagee) ^ 
, : 135 Per Diem Interest (as«?irming 15 days) ' 
• • 95 lEscrow Items (property taxes and insurance) • \ . 

• 85 Appr^aisal Fee 

80 Attorney's Fees C/i) • . 

* 15 Credit Report ^ * * 

13 Recording Fees 

* « 5 Tax Certificate ' . - ' - 

2 Amortization Schedule 

f . . ■ ■ ■ 

- . $1300 ' ■ , ' 

When th^ owner decides to move, he bec©fTies t+ie seller^d is required to pay the selling 
commission and closing costs associated with selling the home^ Iri Texas, a si^<: percent selling commis- 
sion is typical on homes. This means the seller pays six percept ci the sales price to a real estate broker 
for marketing his home. If the $40,000 home purchased tb^ appreciated at the rate gf eight percent per 
year and was sold five ^ears later, it. should \5e wor^LapproximateJy $58,773r Therefore, the seller wduld 
pay a $3,526 commissicfn if the rate is six percerlBPurthermore, the closing costs for the seller might* 
commonly run abopt 51,400. These dpsing.costs paid by the seller might include: ^ ^ 

$1080 Points (:i% of new loan amount) - ' 

230 Owner's Title Insurance Policy 
90 Fees, Termite Inspection and Docun^t Preparation 

$1400 % - ^ 

Settlement costs for the owner/sel^er in this example exclude provisions for prepayment of mortgage 
penalties and private mortgage insurance premmms which might also be incurred. 

Ink addition to considering the down payment and settlement costs, the prospective home pur- 
chaser must decide how much tie can afford to spend each month for mortgage payments and other 
housing expenses. , 

On a $40,000 home with a $36,000 mocta^ge financed at rrine percent for 30 years, a family would 
have a monthly mortgage payment of $289.67, principal.and interest only. Monthly real estate taxes could 
add another $70, and the monthly property insurance could add another $22. Therefore; the estimated 
^monthly PITI (Principal, Interest, Taxes, and lnsuran(je) would total $381.67. 

The other "rea^" monthly costs of owning a home would Tnclude: maintenance and repairs, 
utilities,Jncome foregone on the downpayment invested in the home and other recurring shelter ex- . 
penses associated with owning a particular^home. 

Maintenance and repair expenditure* ;^re monthly jcosts the homeowner will routinely incur as 



. Upkeep.^Major capital improvemenh to the house and grounds would be excluded. Oh a $40,000 home 
In Texas/a $3()0-a-year r^airitenance and repair bill would be reasonable. This would add $25 a month to 
the total cost of home ownership. , ' , 

Ori a 1,800-square-'foot, insulated, brick, single-family home in Texas, with current utility rates, a 
family could expect to spend an average of $90 per month on utilities. 

In suAimary/ the typical monthly costs of home ownership on a $40,000 home with a $36,000 
mortgage at nine percent for 30 years in Texas might be as follows: 

$289.67 Mortgage Payment (P 4- I) • 
70.00 Property Taxes 
22.00 Fire ana Hazard Insurance 
* 25.00 Maintenance and Repairs 

90.00 Utilities Excluding Telephone 

$4%;e7 Total Monthly Cost ' ' 

Although^monthly costs of home ownership on this house are estimated to be $496.67, there will 
be a "monthly income tax savings" bieca^se the interest portion of the mortgage payment and the 
property taxes are deductible from federal income taxes. The net tax savings will be the difference in' 
Income tax that a- family would pay as renters rather than as buyers. The $496.67 monthly cost would be 
reduced by the average month^^ax savings from home ownership. ^ 

Oni the other hand, the home purchaser has foregone interest he could have been earning orvttie 
initial outlays of down payment and settlement costs. Instead of putting his money into a home; a buyer 
«coiild have invested in government securities. Corporate bonds, a savings account or numerous other 
alternatives. There is some safe,- reliable rate the buyer could be earning on^ah alternative investment. 
This "opportunity cost" is not included in the $4%. 67 monthly expense. 

After V)?rbspective home purchaser has evaluated his persona^ preferences and analyzed his 
linanci^l situation to see if he can afford home ownershlp,'he must consider the horpe purchase decision 
from the standpoint of a financialinvestment. ^ . 



Selecting the Time to Buy I ' 

. , .... In order to answer the question, "Wh^ is the time to buy?" a buy or rent computer program- was 
written to analyze the tase of the individual described above. Frpm an investment standpoint only, the 
progr^ can tell whether an individuar would be better off financially by^renting 6r buying. It does not 
takeihto consideratiorrthe personal preferences of the individual or the subjective aspects of ownership 
versus renting. Furthermore, the program assumes the individual can afford to incur the costs of owning, 
and therefore',^can choose between buying or renting. 

Exhibit I presents the input data and the results of the Buy or Rent Analysis. The number of 
dependents (input item 13) Ts programmed into the 'analysis so the computer* can select the proper 
federaNncbme tax liability fronn the 09^5^ tax tables built into the prog^ 

^Item 4/'Federal Incprpe Taxes Withlfeal Estate Deduction^/' of the buy or rent pro^fjmj^p^mates 
the prQspectlve buyer'^ federal income tax liability assumihg he buys the house. Therefore, real estate ^ 
<j§duction5^ mortgage iatefest and prpp^rty taxes are: included. Deductions for items other than real * 
estate, such as charitable contribution9^ medical and dental expenses and other non-real estate itemized 
expenses are estimated by. the computer according to national federal tax deduction guidelines pub- 
lished by^ Sylvia Pgrter. An optional entry (input item 19) allows non-real estate deducatipn^ to be entered 
<|||iectly lif tHe prospective buyer knows approximately his annual deductions for these items. 

State income tax advantages are not considered in the anal^is since Te^s does not have a state 
Incorne t^. In states with a state: income* (ax, there would be .additional net tax savings for the buyer. 



EXHIBIT I 
BiyY ORiRENT ANALYSIS 



BUY OR RENT ANALYSIS • 

PREPARED BY TEXAS REAL ESTATE RESEARCH 

CENTER 

FOR A TYPICAL TEXAS FAMILY 



IwporUnt Nof ; ThU iMlySl* wit biieii 
on p«st trtndi^ ind condition*. Thtrt 1i 
no guArinttf /tlthtr cxprtss or Impllid. 
thit thait conditions continue or 
that th«r«/WlU'b6 futur* profits rtiliztd 
froi% 4ny r*si1ir. 



, ' . OUTPUT RUN NO. T' • ' \ 
' Rgcap1tu1»t1on of Input Data 

1. Purchase pr1ce'($ «nount) . • $40,000.00 

2. OOMfi paywnt ($ amount) ' . 4.000.00 
3v Mortgage 1nUr«st rate (X) i ^ 9-00 

4. Mortgage ttrw (length of loan In years) ^ - 30.00 

5. Mortgage Insurance prem^un. monthly ($) amount. If any , . 0.00 

6. Settlement costs, paid by buyer ($) m. 1.300.00 

7. Ftonthly real estate taxes ($) . - 70.00 

8. Monthly property Insurance ($) 22.00 
, 9. Monthly maintenance and repairs ($) 25.00 

10. Monthly utilities excluding telephone ($) • 50.00 

11. Other monthly shelter expenses (i) ^ 

12. Annual Income ($) \ 16.000.00, 

13. Number of dependent^ (1 if unmarried) \ 3»00 

14. Projection of period (years plannihg to jqw) ))ouse) 5.00 

15. Annual appreciation rate (change per year in purchase, price) v > 8»00 
.16. Selling cownlssion (t of end of period selling price paid by seller) \ 6.00 

17.. Other seining expenses ($) 1.400.00 

18.. Ipterest rate earned on purchase outlay if Invested (1) 7.00 

19. actional - non-real estate tax deductions ($) . - \ 0.00 

20. Optional - comparable shelter monthly rent including utilities. (1) \ 400.00. 



1. Terms of Purchase and Financing 



Sale price of unit 
Mortgage: 

Amount borrowed 
• ' Interest rate 

Term (years) 

Monthly debt service: 
•Principal and int. 
Mortgage insurance 
Total ' 



($) 
(1) 



111 



Purchase outlay: 
Doii«ri payment - - . ii) 

(percent of-s4le price - 
Settlement costs ($) ' 
(percent of sale price - 
Total 



.10) 
.03) 



$40,000.00 

^^.000:00 
9.00 
30.00 



289.67* 
0.00 
289,67 



4.000.00 
1.3O0.Q0 



2. Monthly to%t to Own 

Monthly debt service 
Principal and int. ($) 
Mortgage insurance ($) 
Total debt service 

Other monthly costs: 

~ Real estate taxes . ($) 
Property insurance ^ jt) . 
Maintenance and repairs >$} 

Utilities ' . t . , ($) • 

Other shelter expenses ($) 
Total pther costs 

Estimated monthly costs: 
v.. Debt service . ($) 

Other costs ,(S) 
Qross monthly costb 



289.67 
0.00 

m.ii 

. 22J00 
25.00 
90.00 
0.00 
207.00 



289.67 
207.00 
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EXHIBIT I 
BUY OR BENT ANALYSIS 
(continued) 



3. Fcdtril Incomt T^Ktf 
UlUWMt Rtal CtUte Oiductlons (Rtnt) 



Annual IncoM 
Lts«:« Oaductlons (tundard) 

Ptr«on«1 #x«Rpt<ons 
Tixable IncoM 

' /tdtriT tlx Hiblllty: 
Annually . 
Nonthly M 



16.000.00 
-) 2,560.00 
-) 2,?50.00 



1.991.80 
165.98 



4. Ftdtral.Inco , 
With Real Estatt Deductlcyni (Buy) 

U^nnual Inconw 

Leai: Deductions 
Real Citate taxes > 
Mortgage Interest 
Non-real estate (es^Mted) 
Less? Personal exemptions 
Taxable Income, 

4 

Federal tax liability: . 
Annually 
Monthly 



16.000.00 

840.00 
3.230.03 
?.100.00 
2.250.00 
7,879.97 



1.210.1^9 
100.85 



5. Monthly Federal Tax Savings 



/ Without homeowners deductions - rent (See 3) 

With homeownershiD deductions - buy (See 4) 
*^ Estimated monthl/ ihx savings buying 



Tax liability* 

165.98 • 
1 00.85 
65.13 



:-) 



•Based on 1975 rates 



6. Net Monthly Shelter Outlay to Own: 

Gross monthly costs (Se^ 2) 496.67 
Less: fnonthlytax savings (See 5) (-) 65.13 
Net nw^thly shelter oi/tlay 431.53 



7. Net Sales Proceeds 
(After Owning 5 Years:) 

Market value of *house {BX' app. per yr.) 

Less: Sale conmission (6t)* {-) 

Less: Mortgage balance Nj 

Less: Other sel 1 Ing-tpsts (-) 
Net sales proceeds 



58.773.08 
3.5?6.38 
34.516.76 
1-.400.0Q 



19:329: 



8. Additional Savings Needed When Renting: 

Net sales proceeds (See 7)* 19.329.93 
Less: Purchase outlay coflipounded 

(7) (-) 7:433,51 

Net advantage of homeownership 11 ,896.42 



9. Balance Available for Monthly Rent:' 



Net shelter outlay (See 
Les^'. Additional saving 

if renting (See 8j (-) 
Balance available for'monthly rent 



e 6) \ 
nqs needed if 



431.53 

166J9 ' 
265.34 



Additional savings needed each month when 
rentlng^to accumulate 11.896.42 . 
in 5 y«ars ^ 166-. 19 



10. Assuming a shelter \:omparable to the.hpuse belttg considered can 
be rented for 400.00 per month, a typical Teiias family k«>uld 
benefit by 134.66 per month from t^uyl^ng. 

The buy or rent analysis indicated that you should 
btty^ ' • 



Source: Computer out04Jt t^oia data furnished by the authors. 
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.Most ot the Items ot out|)ul ( I- JO) .ir(» selt't»\|)l.!njtory t»\( \\rn\ H, Additional Savings Nee()(»d 
When Renting. H tfir tndividual does not huy a house, fie [jresurnahly has available* the ,unount (jf 
money that would fiavo heen spvfij on the down fMvhient*and settlement (.()Sts. In tins t ase, witfi (he 
1m*, 000 down f)ayment arui tfuvSI,UM) settlehient icists, it was assumed this money louid have l)een 
lnv(»st(»d m an alternative* tMrnin^ seven |)ert mit per .i;inum ov(»r the tiv(»-y(Mr [irofec led f)eri<ld of ovVning 
the fiome. I fit* different e l)t»lvvet»n tht» 'nt»t sales |)ro( et»ds" and* (his "purc hase outlay (ompounded" 
retiei Is th(» "net advantjf»e of home owruTshif)." . 

fhe (pmf)Uter dilc ulalK's the adthtion.il savings re(|uir(Ml l)y the rerittT (\u fi niontli in order to 
(»qual the net advantages ol fiome owrn»rship. In this case, ffie "sinking fund amount ' is a((umulatc»d 
monthly tr»r tive years at seven f)er(enf. I his is the .ulditiofial amount a renter Would have to sav(» i\u h 
month tn ofder to f)e as well off as a f)uy(»r whcJ f)ur( hased a S4(),0()0 home that apprec iat(»d at (Mght 
|n»r(enl f)er year and livt»d in it livt* years. 

In this( ase it tan tontludt^d that "a typital Texas family," giv(»n two important assumptions. (1) 
the market value of the home' af)pre( iated tMght f)er( ent p(»r yea^ and (21 they hold th(» ht>'^ie for fivt» 
Vt^ars, would f)e l)etter ott f inan( iailv hv Si i4.M) f)ef month through buying i1 a "( omparabU* '/(»ntal unit, 
including utilities, would (osf S4(M3 f)er nionth. 

Conclusions 

Most of the 20 input items contained in thi» Buy or R(*nt Analysis ( an !)(» (»xactly d(»t(»rmin(»d or 
'estimatt»d.rtMsonal)ly well tor a sptM ific c ase. Vioweverrsome it(Mns are only th(» prosptu tiv(» huy(»r's best ■ 
guess as to future t o.nditions. [very item of input (»x( ept thi* "y(»ars planning to own th(* home" ancf the 
annual perdMit ot apfjrcn iation in th(» f)urihas(* pi#%*" can l)e forecast with ac ( (»f)tal)le prt*(isiori lrt)ni 
ilie d«jta available at the linn* ot tht» purthase deiision. Unfortunately, the projection f)(»riod and anrtual 
a[)pre( ia4ion ratt* prohal)lv have the most impact on the huv or rent d(*cision from an investment 
standpoint. - , 

It tin* l)uviT Owns ,1 house for a short period of tim(». a higher rat(» of apprc»(, i Jl^on is n(»(»d(»d to 
ottset hi> settU*meril ( ^)vls *ind selling t»xpensi»s. In fac t. aft(*r running this partic ular < as(» s(»v(»ral lini(»s on 
the ( omputt*r and varying the appreciation^ rate and prOjt*c tion period, some rules of thumb for buying or 
renting were discernible. They ^re shown In Exhibit II which begins on page 10. 

figure I of t xhihit II d(»mi)hstrat(»s the* relationship between the net monthly ciollar l)en(»fit from 
btjving, the annual appreciation rate, and the hol(jing period (years planning to own the hwm^). The solid 
"break-even" line represents an indifference befween renting and buying, assuming.comparable rental 
including utilities is available'at .S406 per mcKith. For example, given a 10 percent annual appreciation 
rate,. a buyer would break even (be as well off either buying or renting) if he purchased a home and lived 
in it for 10 monthj*. If the buyer C()ntinued living in the home for five years, then he would benefit from 
buying a'bout ^200 per month for five* years if the home appreciated at an annual rate of 10 percent. 

The dashed ( ) and dotted ( — ) break-even lines in Figure 1^ represent th(» break-even lines if * 

the comparable rent availablt* Is either $:i50 ( . ) or $450 per m^onth (---). 

Figurt* 2 summarizes graphically the data presented in Figure 1. The curves in Figure 2 show tb^l 
thi» high(»< the annual appreciation rate the shorter the holding peViod necessary tc) hreakevenTThe tfireei 
curvt»s, representing comparable nionthly r'ent of S350. $400, ana 5450 per month, point out that the.; 
more expensive renting is ($450 vs. ^^50 per mon/h), the sooner a persnin breaks even from buying. For* 
example*, at a six pcvcOnt annUal appreciation rate, a purchaser woulfl break (»ven in about 24' months if 
comparable rent were $450 per moi^th; at a rental of $350 per month, the breakeven holdfhg period 
would be abfjut 49 months^. ' ^ . ^ 

Tables 2-4 present the results obtained from rurming a similar analysis for h^Vmes selling ii^ the 
$25,000 to $70, CKK) price range. The home prices and other corresponding data selected for these ceases 
were chosen to represent the range of purchasing alterwatives that might be available to the first-time 



hbme purchaser in the a^e group of 2") to \4. \hv firsl lmu' honn- purchtjser \hv oxponvmv pf 
previous home ownership an(i rtUisi rtiakr the buy or rerU dcHision as his family and income exparld. • 

Table 2 presents the breakrevl^n holding periods for home pri( es from $2!>,0OO-$70,O0() for annual 
appreciation rates of four jjerc'ent to 24 perc ent assuming that the comparable monthly rent available is 
$50 rpore than Ohe perc ent of the home price, and Table 4 assumes rent is $S0 less than one percent of 
the home price. With n 14 perc ent annual appreciation or ^greater, a ^ $50 variation in comparable 
moathly rent does not significantly affc?ct the break-even holding poric^d. For example, the brc^alc -^^ven 

• holding period on a $2S,0(X) home appreciating at )4 perc ent per year is about 17 months if comparable- 
rent is $200 per month (Table 4), about 14 |jnonths when rent is $250 (Table 2), and about 12 months for. 
$300 per^monfh rent (Table 3). A harrow break-even range exists for all home prices for a 14 percent or 
greater ar>qual appreciation. In fac t, on a $70,(X)0 home with comparable Vent varying from $650 to'$750 
per mohth the break-even range with 14 percent annual appreciation is ^2-10 months. Conversely, when 
the annual appreciaticin^ rale is low^r than 6 percent, the break-even holding period can vary considerably 
with changes in comparable rent. For example, on a $30,000 home with comparable rent varying from 
$250 to $350 per month the bre^ik'-eveh range with >iixj>ercent annual appreciation is 69 and 24 months 
respectively. On less expensive homes with low appreciation rates four percent or less^ the break-even 
holding period is so long as to justify renting unless theprospecliye purchaser can anticipate being in the 
home for several years. . , - 

A'careful comparison of the holding periods in Tables 2-4 indicates the more expepsive the home 
($70,000 as compared to $25,000), the sooner the break-even point is reached. For example, at a 12 
percent annual appreciation rale, a purchaser breaks even 6n a $70,Q00 home in about 13 months as 
cornpared to about 16 inonths on a $25,000 home. With an eight percent annual appre<;iation rale, the 
break-even point is approximately 20 months on a $70,0fli0 home and about 27 months on a $25,000 home 
(Table?). ^ ^ . 

In summary, making a'hom^ purchase decision based solely upon irtvestment considerations fan 

■ leacl^to an unwise decision if the assumptions are inaccurate. BetSiuse of a decline in general economic 
Conditions, decay of ifH? neighborhood, orolher reasons, the prices of specific homes may depreciate, A 
prospective buyer must remember'lhat over time his personal preference factors are very important. 
Fortunately, most homeowners caji enjoy living in a SQund investment. 
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^itj^latipn jp^f In^ut D<ita' . 



amount, IT -any 



■ • ;» * v.; • ■ . ■ f v.. - 

* ^ i:\pu»*3^se price ($ amoun^). ^ 
V, 2; *Dowii^yineh( ,($ amount) : . " • ^ 

3. ftortgage In^^rest ratp (X); ^ 

4, Mortgage tfern^'lVensrth of loan Invears) 
5.. TBrtgagi Insufance premium, roon my . ($) 

'^^tfifitttfement^ costs paid by buy€r ($) 
•-/r/^*mthly real esUtf U^es (t) - 
^^fiii >l)r;th1y property Insurance ($) * 

9^^ ■ Monthly maintenance And repairs ($) . * 

' 10. •-Monthl-y utilities excl uding. telephone ($) . 
.,T1. iJtHer monthly shelter expenses ($) / J:, 4 
V il 2. Annual* fncome ($) * • Jrv 

" 13. Numbep of dependents (1 if unmarried), . ^ ^.J 
" *14. Projection period (years planning to/own house) 
' **15:/ Annual appreciation rate (change ^ei/year in 'purchase pr^ce) 

16. Sell irtg commission- (% of end of peeiiod sell ing price, paid by 
*' seller) ■ - . ' . ' • , : . ; 

17. {.Other selling''ej(penfees ($) 

18; ^Interest rate earned oh purchase outlay 1/ invested (%) 
19. Optional - non-real estate tax deductions ($) 
***20v Optionipil, - comparable shelter monthly rent including 
. . utilities ($) 



♦Projection period was varied from.six months to'seven years. 
^♦Annual appreciation rate was varied from 4% to 24%. ^ 
***Comparabl*e monthly rent was either $350, $400, #$450. 
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Figures 1 and ^summarize the results obtained by runriing the buy-rent computer program several times 
for a $40,000 home. and varyihg the projection period cind anngal appreciation rate. Figure 1 shows the 
dollar advantage (+), or the;disadvantage {-) from buying^ The solid, dashed and dotted lines represent 
bretk-even situations in which neither buying nor r§jpting is favared/The soJid.brea1<-even liVie assumes 
comparable rent to~be $400 per month, .the dashed $350 and the dotted $450. AM points on the curves 
below the break-even lines represent sftbations where the person would be better off financially from 
renting, and ^11 points al^ve the break^yen lineSjr'epnBsent a* financial a'^dvantage from buying. 
Figure 2 contains three break-even holding period curves, one for each assumption as to a comparable 
.monthly rent. These $450; $4ol0, arid $350 curves were plotted from the break-even points in Figure 1. 
Figure 2 demonstrates that. the less expensive comparable rent is, the longer It takes to break even from 
buyihg. For example, the break-even holding period for an eig^ht percent annuaLappreciation rate on a 
$40,000 home is abou| 30 months when comparable rent is $350 per month, about 23 months when rent Is 
$400, and about 19 months for $45^er month rent. 
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■ MONtHLV DOLLAR |ENEMT 
FROiC^KilY^NG A $40,000 HO^E ' 
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ANNUAL APPRECIATION RATE 
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V -Tafcile^ 

BUY OR RENT BR£AK<-(VEN HOl^C PERIO#^N MONTHS ' *J \ 
* ♦ • * COMPARABLE MONTHLY RENT IS ON^fl^RCtNT , ' ' 'y * 



OF THE HOME PURCHASE PJMCl 
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. ' " / Table 4. 

BUY OR RENT BREAK-EVEN HO|!5lNq P<RtDP 11^ MOjItXHS 
COMPARABLE MONTHLY RENT l^'ONE PERCENT 
4 6f THE HOME PURCHASE PRICE LESS $50 
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Table 3 

BUY OR RENT BREAK-EVEN HOLDING PERIOD IN MONTHS 
COMPARABLE MONTHLY RENT IS ONE PERCENT 
OF THE HOME PURCHASE MtlCt PLCiS $50 ' 



ANNUAL ' 
APPRCC1An6N 
f'fBCfNT 


HOME PURCHASE ^RICE 




30.000 


■ 35,000 


40,000 


45.000 


50.000 


60,000 


* 70.000 


4 


I 

34 


^34 , 


34 


34 


33 


3V 


32 • 


32 


6, 


24 


,24.,. 


- 24 


24 


'?4 


24 

^ 


23 

h — 


22 


8 ■ 


"19 I. 






19 ' 


19 


19 


.18 


18 X 


/ .0 , 


16 




16 


16 


16 




'* 15 


■ IS ; 


.1^ - 


13 


13 


13 


13 


13 


■ 13 " 






14 ^ 


12 


12 


11 


ir 


11 


11 




11 




16 


. 11 


^ !P 


10 


10 


10 


10 


9 . 


9 


' 18, 


0 




9 


. 9 ■ 


9 


8 


8 


8 


?o 






8 


8 


8 


8 


- 8 


8- 


?2 


J/ 


. 7 


. f 7 


7 


7 




7 


7 


• 24 ^ 


^7 


7 




7 


6 




6 


6 



Source! These tables weretlevelopcd from dJta furnistiod by the*author arid run tht*ough ihe BUY-R£NT computer program. 
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